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INTRODUCTION AND PROBLEM STATEMENT 
 
1.1 INTRODUCTION AND RATIONALE 
 
The Capper-Volstead Act of 1922 established the cooperative business form, declaring 
that individuals could incorporate as a cooperative without violating anti-trust laws so long as 
members were agricultural producers, each member had only one vote or dividends on equity 
were less than 8%, business conducted with cooperative nonmembers was less than 50% of total 
business, and the prices of the products marketed by the cooperative were not unjustifiably 
enhanced (Barton 2-22).  The cooperative exists to allow members to, unite to get a fair price; 
reduce costs through economies of size and coordination; provide markets, supplies and services 
that are missing or in danger of being lost; pool risk; capture profits from another level; and 
benefit from increased market power (Barton 1-17). 
According to the USDA, A cooperative is a user-owned and controlled business form 
from which benefits are derived and distributed equally on the basis of use (Barton 1-7).  The 
cooperative business form is distinguished from a sole proprietorship, partnership, or corporation 
because of requirements that it is owned by users or members, owners democratically control the 
entity on a one-member, one-vote basis, and the basis of net income distribution is use, not 
ownership of the entity.  All cooperatives have patrons, owners, and members.  A patron is an 
individual or entity that regularly uses the cooperative and receives a portion of cooperative net 
income based on use.  An owner is an individual or entity that has made an equity investment in 
the cooperative.  A member is an individual or entity that posses the right to vote on significant 
cooperative matters.  In the simplest cooperative form, called a pure cooperative (Barton 1-13), 




cooperative perspective has been adopted, and the term member is used to refer to cooperative 
patron-owner-members.   
 Cooperatives are private businesses, and most are chartered under a state incorporation 
statute as either a capital stock or noncapital stock organization.  Under capital stock 
organization, cooperative capital is split among shares of common stock which are owned by 
members.  Heavy restrictions are often placed on cooperative common stock transferability in 
order to limit ownership to members.  Purchase of one common stock share may be a 
requirement for cooperative membership.  Nonstock cooperatives issue membership certificates 
to members upon receipt of membership fees in order to raise equity capital.  Additionally, 
nonstock cooperatives will issue capital certificates to supplement the equity capital gained 
through membership certificates (Cropp).  Only qualified members can purchase common stock 
or membership certificates and become owners, and only qualified members control the 
cooperative.  Nonmembers can patronize the cooperative so long as their business composes less 
than 50% of the business attributable to a given cooperative.  However, nonmembers have no 
organization ownership or control.  Nonmembers can only make passive equity investments with 
the understanding that the cooperatives primary reason for operation is its members, not its 
investors.  Returns are distributed to passive investors on the basis of past patronage, not on level 
of investment; therefore, passive investing in a cooperative generally does not appear desirable, 
and cooperatives are left to rely heavily on members to supply required equity capital (Bostrom).  
Cooperative members are limited in the amount of equity capital they are able to contribute, 
causing equity capital sources in total to be limited.  
 Cooperative capital structure is composed of both equity and debt.  Historically, 




that between 50% and 60% of cooperative assets have been debt financed.  Of the total amount 
of debt financing, long term borrowed capital composes approximately 30% of the total capital 
structure while other liabilities such as accounts payable and accruals compose about 29% of the 
total (Peterson 14-4).  Cooperative ability to retain debt capital is based on the health of its 
balance sheet and income statement, availability of collateral, management quality, and member 
support (Peterson).    
Cooperative capital sources for investment projects are limited.  Equity is limited because 
of member constraints, and debt is limited to a prudent percentage of total financing.  The 
remainder of this paper focuses on the ability of cooperatives to have access to more significant 
levels of capital.  More specifically, the primary purpose of this paper is to evaluate whether or 
not brand equity should be recorded as an asset by an organizations accounting system based on 
Generally Accepted Accounting Principles [GAAP].  Many cooperatives, such as Ocean Spray, 
Sunkist, Welchs, and Land O Lakes, invest heavily in developing and maintaining brand 
recognition.  Current accounting standards require that all amounts expended on brand 
recognition development and maintenance are expensed in the period they are incurred rather 
than be capitalized and impaired as the benefits associated with the expenditures deteriorate.  
Current accounting standards do not allow value associated with any particular brand name to be 
capitalized as an asset unless the asset was purchased, and thus valued, in an arms-length 
transaction.  Capitalization of costs associated with building and maintaining brand equity would 
simultaneously increase a cooperatives total assets and net income.  Net income would increase 
because brand development costs formerly expensed every period will be capitalized and 
therefore have no impact on income.  Increased net income will result in greater distributions to 




capitalized as the brand is developed, net income will only be affected if the value of the brand 
equity asset is determined to be impaired, and therefore needs to be written down.   The increase 
in total assets created by capitalization of brand equity results in increased available collateral, 
and increased collateral allows the cooperative increased access to debt capital. 
 
 1.2 RESEARCH PROBLEM 
  
 The primary issue addressed in this paper is whether or not brand equity should be 
recorded as an asset by an organizations accounting system based on GAAP. 
 
1.3 RESEARCH PREMISE 
 
 The overall objective of this paper is to determine whether or not brand equity is an asset.  
Many groups interested in entity valuation believe that brand equity should be considered an 
asset by the accounting system; however, accounting professionals indicate through current 
accounting standards that they possess a belief to the contrary. 
 
1.4 RESEARCH OBJECTIVES 
 
 In order to address the overall objective of this paper, research must yield answers to the 
following specific questions: 
1. What are the overall objectives of the accounting system based on GAAP? 
2. How do the overall objectives of the accounting system based on GAAP effect asset 
recognition? 
3. What are the conditions in the current financial reporting environment? 
4. Based on findings from questions 1, 2, and 3, should brand equity be recognized as an 
asset? 




1.5 RESEARCH SIGNIFICANCE 
 
Research of this topic is significant in its ability to allow individuals to more fully 
understand capital sources available to cooperatives.  Conflicting opinions currently exist as to 
whether or not brand equity is substantively an asset; therefore, examination of this issue will 
result in a conclusive understanding of the accounting classification of brand equity and the 
implication of that classification on capital sources. 
 
1.6 ORGANIZATION OF RESEARCH 
 
 Chapter 1 has offered an introduction, rationale, and overview for the research to be 
presented in this paper.  Chapter 2 addresses objectives of the accounting information system.  
Chapter 3 assesses current financial reporting environment relating to intangible assets.  Chapter 































 Cooperative accounting standards are generally the same as those used by other business 
entities (Peterson 12-7).  Accounting standards are promulgated by the Financial Accounting 
Standards Board [FASB] and are referred to as Generally Accepted Accounting Principles 
[GAAP].  Compare exhibits 1, 2, and 3 to exhibits 4, 5, and 6 in order to see that the reporting 
requirements for Sunkist Growers, Inc., a cooperative, are essentially the same as those for Deere 
& Company, a publicly traded corporation.  However, Deere & Company lists Goodwill and 
Other Intangibles as assets while Sunkist Growers, Inc. has no such asset line items on its 
balance sheet.  The underlying reason for the difference between the two companies is not 
related to business form, but rather to the nature of the transaction that gives rise to intangible 
assets.  This chapter is written to aid understanding of the nature of transactions that do give rise 
to intangible assets under GAAP.  Current accounting practice is based first on theory, and then 
on accounting standards.  Understanding of both is necessary to determining whether or not 
brand equity should be recognized as an asset. 
 
2.1 THEORY OF ACCOUNTING 
 
In 1973 the Executive Committee of the American Accounting Association 
commissioned the Committee on Concepts and Standards for External Financial Reports to 
develop a document that contained current thoughts on accounting theory.  In response to their 
assignment, the committee developed a Statement on Accounting Theory and Theory 
Acceptance.  Rather than communicate one, agreed upon theory of accounting for external 
financial reporting, the statement describes three basic theoretical approaches to accounting that 




appear to agree that the central purpose of financial accounting is the systematic provision of 
economic data about reporting entities (Committee 1).  The bases for the differences among the 
three basic theoretical approaches are the specifications for users of the accounting data and the 
different environments perceived in which both accounting data users and preparers behave 




 The classical approach to accounting theory has two schools of thought.  The normative 
deductive school bases an approach on, the neoclassical economic theory of the firm, in 
which historical costs are ignored entirely (Committee 6).  Normative deductivists believe that 
users want information, or should want information, on current value, not on historical cost.  
While normative deductivists attempt to implicitly develop accounting models, the inductive 
school of thought observes current accounting practice to see where change is necessary.  
Generally, inductivists reject the idea of using current value because it is not verifiable 
(Committee). 
2.1.2 DECISION USEFULNESS 
 
 The decision usefulness approach to accounting theory is based on the belief that, The 
primary objective of accounting is to provide financial information about the economic affairs of 
an entity to interested parties for use in making decisions (Committee 13).  In order to be useful, 
information must be relevant and reliable.  Additionally, the information should be objective, 
verifiable, free from bias, and accurate.  Understanding, comparability, and timeliness are also 






2.1.3 INFORMATION ECONOMICS 
 
 The information economics approach to accounting theory is based on the belief that 
accounting provides information to users, that information is an economic good, and that the 
economic good of information is valuable (Committee 21). The information content 
perspective, the notion that accounting is designed to provide information, views accounting as 
using the language and algebra of valuation but for the purpose of conveying information.  The 
information content approach stresses the importance of a formal measurement system that 
well conveys information.  The information content schoolviews the financial measures as 
measures of informative events, not of value (Christensen 4). 
 
2.2 ACCOUNTING STANDARDS 
 
 The Financial Accounting Standards Board [FASB] is a private sector organization 
recognized by the American Institute of Certified Public Accountants [AICPA] that establishes 
standards of financial accounting and reporting, otherwise known as GAAP (FASB Facts).   In 
November of 1978, the FASB  issued Concept Statement No. 1, the first in a series of Statements 
of Financial Accounting Concepts, with the purpose of establishing widespread understanding of 
the, fundamentals on which financial accounting and reporting standards will be based.  
This section discusses some of the fundamentals established in the concept statements issued by 
the FASB and their application to asset recognition. 
 
2.2.1 OBJECTIVES OF FINANCIAL REPORTING 
 
The FASB provides in Concept Statement No. 1 that, Financial reporting is not an end 
in itself but it is intended to provide information that is useful in making business and economic 




information regarding individual companies based on historical information.  External financial 
reports are believed to be one of many financial information sources required by decision 
makers.  Specific objectives of external financial reporting outline in FASB Concept Statement 
No. 1 are (1) it should, provide information that is useful, (2) provide information to 
helpin assessing the amounts, timing, and uncertainty of prospective cash receipts, (3) 
provide information about the economic resources of an enterprise, the claims to those resources, 
and the effects of transactions, events, and circumstances that change its resources and claims to 
those resources. 
Further, in Concept Statement No. 2, the FASB states that relevance and reliability are 
required for accounting information to be useful for decision making.  In order to be relevant, 
timeliness and predictive value are necessary.  In order to be reliable, information must be free of 
error or bias, be verifiable, and be neutral.  Information usefulness for decision making is further 
improved when information is comparable and consistent.  
The FASBs objectives of financial reporting indicate the assumption of an information 
economics foundation, as it states that the very purpose of the activity of reporting is to provide 
information.  However, the FASBs objectives also indicate that, beyond its information 
economics foundation, it recognizes and implements the decision usefulness approach in its 
regulatory requirements, as it states that the information communicated through financial 
reporting should be useful in making decisions.  The frameworks [Concept Statements] rely on 
three central features:  Information is being provided; this information is conveyed using the 
language and algebra of valuation; and this information perspective can be well articulated with 
or by qualitative characteristics of that information. (Christensen 426).  An information 




information because qualitative characteristics cannot adequately describe the value of 
information in setting with many decision alternatives.  However, the Concept Statements, 
authored by a regulatory institution, are a broad policy declaration not meant to be binding or 
complete.  Therefore, although vague, the framework laid out by the Concept Statements 
provides a somewhat useful guideline based on an information economics approach to 
accounting. 
2.2.2 ASSET RECOGNITION 
  
 According to FASB Concept Statement No. 5, An item and information about it should 
meet four fundamental recognition criteria to be recognized and should be recognized when the 
criteria are met, subject to a cost-benefit constraint and a materiality threshold.  The recognition 
criteria require that the information is relevant, reliable, measurable, and the item meets its 
definition as a financial statement element. 
 Therefore, an item should be recognized and recorded as an asset when information 
concerning the item is relevant, reliable, measurable, and the item meets the definition of an asset 




 Critical to comprehension of the asset recognition process as related to brand equity is an 




FASB Concept Statement No. 6 provides that, Assets are probable future economic 
benefits obtained or controlled by a particular entity as a result of past transactions or events.  




of assets, refers, to that which can reasonably be expected or believed on the basis of 
evidence or logic but is nether certain nor proved. 
 
2.3.2 INTANGIBLE ASSET 
 
FASB Financial Accounting Standard 142 defines intangible assets as, Assets [not 
including financial assets] that lack physical substance.  In a business combination as outlined 
in Financial Accounting Standard 141, intangible assets are recognized individually, apart from 
goodwill, when the asset is the result of a legal right or when the asset is otherwise separable 
from goodwill because it can be, sold, transferred, licensed, rented, or 
exchangedindividuallyor in combination with a related contract, asset, or liability. 
FASB Financial Accounting Standard 142 defines goodwill as, The excess of the cost of 
an acquired entity over the net of the amounts assigned to assets acquired and liabilities 
assumed. 
2.3.3 BRAND EQUITY 
 
 Brand equity can be defined as, the incremental cash flows which accrue to branded 
products over and above the cash flows which would result from the sale of unbranded products 





















 The current financial reporting environment has been effected by the Sarbanes-Oxley Act 
of 2002, financial reporting standards issued by the FASB, and by recent developments within 
the FASB. 
 
3.1 IMPLICATIONS OF SARBANES  OXLEY LEGISLATION 
 
 The SarbanesOxley Act of 2002 only applies to publicly traded companies; however, it 
does speak to the condition of the current financial reporting environment.  The law was created 
to address corporate governance and accountability and also to address the accountability of 
auditors for the relevance, reliability, and transparency of external financial reports.  The 
Sarbanes-Oxley Act does not directly speak to accounting for intangible assets; however, in 
Section 401 it does state that,  the Commission shall issue final rules providing that each 
annual and quarterly financial report required to be filed with the Commission shall disclose all 
material off-balance sheet transactions, arrangements, obligations [including contingent 
obligations], and other relationships of the issuer with unconsolidated entities or other persons, 
that may have a material current or future effect on financial condition, changes in financial 
condition, results of operations, liquidity, capital expenditures, capital resources, or significant 
components of revenues or expenses.  The intent of the law is relevant, reliable, and transparent 
financial reporting; however, the major concern of the law appears to be with understated 
liabilities rather than with potentially understated assets as the result of unrecognized intangible 







3.2 ACCOUNTING STANDARDS FOR INTANGIBLE ASSETS 
 
 Current accounting standards related to recognizing and recording intangible assets 
include Financial Accounting Standard 141, Business Combinations, and Financial Accounting 
Standard 142, Goodwill and Other Intangible Assets.   
 Under Financial Accounting Standard 141, goodwill and separately identifiable 
intangibles are recognized as assets in a business combination.  A description of separately 
identifiable intangibles can be found in section 2.3.2.  Post-acquisition, these intangible assets 
are accounted for according to Financial Accounting Standard 142.  
 Under Financial Accounting Standard 142, intangible assets acquired through a type of 
transaction other than a business combination are initially recognized and measured based on fair 
value.  Fair value refers to the value spent or received for the asset in an arms-length 
transaction.  If a group of assets is acquired through some means other than a business 
combination, the cost of each is allocated based on relative fair values, resulting in no recognized 
goodwill.  If a recognized intangible asset has a definite useful life, it is amortized 
systematically.  However, if the recognized intangible asset has an indefinite useful life, it is not 
amortized.  The balances of both types of recognized intangible assets must be tested for 
impairment at least annually.  Goodwill is never amortized, and must be periodically tested for 
impairment.  Most important to this paper, Financial Accounting Standard 142 states that, Costs 
associated with internally developing, maintaining, or restoring intangible assets that are not 
specifically identifiable, that have indeterminate lives, or that are inherent in a continuing 








3.3 RECENT DEVELOPMENTS 
  
The FASB considered developing standards that would improve information disclosure 
concerning intangibles not recognized in the financial statements.  However, the FASB removed 















































 Many cooperatives spend significant resources on developing and maintaining brand 
name recognition in order to secure future revenues.  However, brand equity is not listed as an 
asset on cooperative balance sheets.  Cooperatives have limited access to capital; however, 
capitalization of significant brand equity could provide a significant new source of both debt and 
equity capital.  
 An individuals selection of an approach to accounting theory determines what he or she 
expects to get out of the accounting information system.  Many individuals interested in firm 
valuation take a classical approach to accounting theory.  However, the FASB has adopted an 
information content approach, using decision usefulness as a rule of thumb in its Conceptual 
Framework.  The information content approach signifies that the FASB does not expect 
accounting to be a valuation tool, but that it does expect accounting to be a source of 
information.  FASB financial reporting requirements reflect its selected accounting theory 
approach. 
 In order for an item to be recognized as an asset it must meet the definition of an asset, 
meaning it must provide a probable future benefit, be controlled by the entity, and be the result 
of a past event or transaction.  The item also must be relevant [verifiable, free of error, and free 
of bias], reliable [timely and posses predictive value], and measurable.   
 The current financial reporting environment does not indicate that internally generated 
intangible assets, such as the brand equity generated by cooperatives, should be capitalized as an 




capitalization or even requiring disclosure of internally generated intangible assets.  However, 




 This research conclusively finds that brand equity should not be recorded as an asset by 
an organizations accounting information system based on Generally Accepted Accounting 
Principles.  While brand equity does meet the definition of an asset (i.e., it provides a probable 
future benefit, it is controlled by the entity, and it is the result of a past event or transaction), it 
does not meet the remaining requirements for recognition.  The argument that information on 
brand equity is relevant can be put forth soundly, and methods used to arrive at a measurement of 
brand equity have been developed over the past decade (Simon).  However, brand equity 
measurement information is not reliable as it cannot be verified as there is not available market 
for unique brand equity, and the measurement is subject to bias as well as to significant error.  
Therefore, brand equity falls short of asset recognition requirements under Generally Accepted 
Accounting Principles.       
 
4.3 IMPLICATIONS FOR COOPERATIVES 
 
 Brand equity is not eligible to be recognized as an asset under Generally Accepted 
Accounting Principles.  Therefore, cooperatives do not have the opportunity to access increased 
capital sources through capitalization of expenditures related to development and maintenance of 














































































Barton, David.  Principles, Legal Forms and Public Policy.  Cooperatives:  An Economic and 
Management Perspective Ed. David W. Cobia, and Bruce L. Anderson.  Manhattan, KS:  Kansas 
State University, 2000.  2-1  2-32.  
 
Barton, David.  What is a Cooperative?  Cooperatives:  An Economic and Management 
Perspective.  Ed. David W. Cobia, and Bruce L. Anderson.  Manhattan, KS:  Kansas State 
University, 2000.  1-1  1-26. 
 
Bostrom, Brent, David Swanson, Derek Dengun, and Dorsey & Whitney LLP.  Cooperative 
Legal Environment.  Cooperatives:  An Economic and Management Perspective.  Ed. David W. 
Cobia, and Bruce L. Anderson.  Manhattan, KS:  Kansas State University, 2000.  8-1  8-21.   
 
Christensen, John A., and Joel S. Demski.  Accounting Theory:  An Information Content 
Perspective.  Boston:  McGraw-Hill Irwin, 2003. 
 
Committee on Concepts and Standards for External Financial Reports. 1973.  Statement on 
Accounting Theory and Theory Acceptance. (Chairman Lawrence Revsine).  
 
Cropp, Robert.  Structure and Scope of Cooperatives.  Cooperatives:  An Economic and 
Management Perspective.  Ed. David W. Cobia, and Bruce L. Anderson.  Manhattan, KS:  
Kansas State University, 2000.  3-1  3-40.   
 
Financial Accounting Standards Board.  Completed/Past Agenda Projects (as of February 
2005).  27 May 2005. <http://www.fasb.org/project/completed_past_projects.shtml>. 
 
Financial Accounting Standards Board.  Facts about FASB.  27 May 2005. 
<http://www.fasb.org/facts/index.shtml>. 
 
Peterson, H. Christopher.  Understanding and Measuring Cooperative Returns.  Cooperatives:  
An Economic and Management Perspective.  Ed. David W. Cobia, and Bruce L. Anderson.  
Manhattan, KS:  Kansas State University, 2000.  12-1  12-39.   
 
Peterson, H. Christopher, and David W. Cobia.  Managing Capital Structure.  Cooperatives:  
An Economic and Management Perspective.  Ed. David W. Cobia, and Bruce L. Anderson.  
Manhattan, KS:  Kansas State University, 2000.  14-1  14-55.   
 
Simon, Carol J., and Mary W. Sullivan. The Measurement and Determinants of Brand Equity: 
A Financial Approach. Marketing Science 12 (1999): 1-2. 
 
